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Abstract

One of the Public Sector Information Communication Technology Strategic Directions for 2016 — 2020 is to optimize shared services
through a centralized and structured initiative. Due to some identified problems and challenges in managing the IT outsourcing arrange-
ment, this study aims to explore the factors that could influence the success implementation of Information Technology (IT) outsourcing
of government shared services (GSS) in the case of Malaysian public sector. The motivation in this study is originated from the clear
problem in outsourced GSS implementation. This study was initiated by reviewing the literature on the currents issues and best practices
across countries regarding the implementation of outsourcing shared services. The result is presented based on qualitative case study
entailing interviews with key informants to gather information and the data analysis was performed based on the content analysis. Subse-
quently, nine factors that potentially influence the successful arrangement of IT outsourcing of government shared services were identi-
fied and organized into 4-domains: Strategy, Organization, Transformation and Operation.
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1. Introduction

Information and communication technology (ICT) utilization has
been in a steady growth and continuously given top priority by the
Government of Malaysia. In spite of that, Government of Malay-
sia has undergone major changes in IT direction by introducing
government shared services initiatives in 2011. The implementa-
tion of shared services is the activity of sharing and consolidating
of IT resources through strategic collaboration between Public
Sector agencies. Current design and implementation of the gov-
ernment shared services initiatives are on outsourcing to the exter-
nal service provider. The motives of outsourcing government
shared services are to improve government efficiency and
strengthening the collaboration between public and private sector
towards achieving cost saving in government capital and infra-
structure investments [1].

Information technology (IT) outsourcing has been a common
business practice in various organizations. IT outsourcing involves
using technological or professional IT resources from third party
vendors. Cost reduction is identified as a primary motivation to
outsourcing as mentioned by [2][3]. Other than that, the main
reasons for the increasing attention of IT outsourcing as identified
by [4] are insufficient in-house expertise and time saving for ICT
implementation. Due to the increasing complexity and rapid
changes in IT environment and business process, organizations
have invested heavily in IT outsourcing in order to maintain their
service delivery and competitive advantage. However, it has been
reported that IT outsourcing activities face a numerous risks and
challenges in terms of security and confidentiality, and loss of
internal technical expertise [5][6].

In Malaysia, public sector agencies have experienced failures of
IT outsourcing projects. Public sector agencies have to struggling

on some issues and challenging faced in managing the successful
of outsourcing projects [7]. Apparently, based on the IT Audit in
2015 [8], the report has shown significant weaknesses in the pro-
ject management, implementation and monitoring which affected
the performance and quality of the government delivery service to
the people. The lack of technical expertise and experiences in
public sectors has driven outsourcing implementation in most IT
initiatives. Due to poor compliance on contract terms, systems or
equipment’s specifications and user requirements, outsourcing
lead to business risks in public sector. These business risks have
created problems in IT outsourcing implementation such as vendor
driven, existence of hidden cost, increase cost and knowledge
gaps.

While shared services are expected to give benefits to the organi-
zation, it also perceived as a challenging process to an organiza-
tion. The article from [9] stated five (5) key success factors for a
successful shared service implementation, which are strong project
management skills, senior-level support, effective communication,
strong change management and a phased approach to implementa-
tion. As mentioned by Ramphal [10], critical success factors are
the importance ingredients in ensuring the success of shared ser-
vices. The author has summarized the following issues and chal-
lenges on shared services that extracted from the available litera-
ture which are (i) lack of top management attention, (ii) lack of
focus of improvement, (iii) over-reliance on technology may lead
to expensive capital investment, (iv) lack of costing systems and
(v) difficult on measuring the success of shared services.

Rising to the challenges and issues in outsourcing strategy, it
clearly indicated that there is the need to understand the imple-
mentation issues regarding IT outsourcing for Malaysian Public
Sectors that associated with government shared services. Moreo-
ver, academic research regarding public sector outsourcing in
Malaysia is limited [11], thus provides an opportunity to explore a
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gap on the IT outsourcing and discover how IT outsourcing is
managed in public sector [12]. Furthermore, investigating these
issues is a continuing concern within Malaysian Public Sector
since one of the Public Sector ICT Strategic Direction 2016-2020
is to optimize shared services through a centralized and structured
initiative [13]. This opened opportunity for researcher to look at
the issues pertaining to the government shared services initiatives
that focused on outsourcing arrangement which need to be consid-
ered when implementing outsourcing strategy.

The objective of this study is to identify the factors that could
influence the implementation of IT outsourcing of government
shared services initiatives in Malaysian Public Sector. In particu-
lar, the study was intended to discuss about the implementation
issues in outsourcing the government shared services. The study
considers qualitative perspectives from project stakeholders who
have experienced in implementing, managing, and monitoring the
government shared services initiatives. Overall, the findings can
be used to enhance the understanding of implementation issues
regarding the outsourcing of government shared services.

2. Literature Review

The concept of shared services has been widely accepted in early
1990s and is often been categorized as a trend [14]. Shared ser-
vices concept is fundamentally about reducing cost, improving
service quality, process simplification, sharing best practices,
knowledge transfer and greater alignment to business require-
ments [15]. In defining shared services, each shared services prac-
titioners and researchers would have their own interpretation of
what is shared services according to their understanding of the
shared services concept. For example, Ramphal [16] defined
shared services as a “collection and concentration of duplicated
non-core and non-value adding activities from the various busi-
ness units of an organization into a separate business unit (shared
services center)”. Whereas Scannell and Bannister [17] described
shared services as the “sharing of ICT infrastructure including
hardware, software, communications and support between two or
more local authorities in a centrally hosted environment whether
that host is real or virtual, single or multiple hosted”. Hence, in the
context of this study, we have defined shared services as a deliv-
ery model in standardization and consolidation of ICT infrastruc-
ture including software, hardware and communications that in-
volves outsourcing arrangement with external service provider
while government owned the services.

Shared services arrangements have been considered as a strategy
for increasing organization efficiency and performance improve-
ments by consolidating services. The different arrangements for
shared services may be influenced by different kinds of functional
areas and services, and also in different types of organizations,
industries and countries. A report by Scottish government [18]
outlined that there are several shared services operational ar-
rangements. These are listed as below:

e Unitary — a single organization consolidating and centraliz-
ing a business service.

e Lead department — an organization consolidating and cen-
tralizing a business service that will be shared by other or-
ganizations.

e Joint initiatives (internal) — an agreement between two or
more organizations to set up and operate shared services.

e  Strategic partnership (external) — contractual arrangement
with a third party provider for a range of services.

e Joint venture — joint venture legal entity between “Authori-
ty” and third party provider.

e  OQutsourcing — third party provider takes full responsibility
for managing and operating the service.

Even though there are variety of approaches in shared services
arrangement, it can be concluded into two cases, internal and ex-
ternal which is involvement of third party. One study in [19] ex-
amined that outsourcing arrangement of shared services can be

operated internally by organization, or externally arrangement by
outsourced to third party service provider. The authors also men-
tioned that due to the lack of necessary internal skills and experi-
ences, organizations are increasingly turning to vendors to imple-
ment and manage shared services. In another study, [20] fit these
arguments by specifying that shared services might be developed
as internal services or to be contracted out to an external provider.
Most of the available literature has focused on internal arrange-
ment of shared services [21], thus given limited attention to out-
sourced shared services [19]. Therefore, this study complements a
growing body of literature that suggest to further explore in this
area of researches.

Currently, most of the existing literature on shared services has
focused on internal arrangement of shared services [21]. As a
result, with limited attention given to outsourced arrangement of
shared services, we believed that important insights and learning
on outsourcing shared services is essential to explore. Further-
more, [22] have call more research to explore what organizations
need to consider when dealing with outsourced decision. The arti-
cle from [19] has addressing the challenges of creating outsources
shared services such as lack of internal skills in contracting and
service level development and change management issues. They
have highlighted the importance of strong governance to drive
standardization and performance improvement is a key for suc-
cessful outsourced shared services.

On the other hand, [19] also stressed out that there are few studies
providing detailed insights into the issues involved in planning
and implementing outsourced shared services. Therefore, the need
for further research in the area of outsourced shared services is
greatly important as outsourcing has become an option for organi-
zations that seeking to focus on core competences, reduce operat-
ing costs and enhance service deliveries as stated in [23].

This study aims to highlight the success factors in implementing
outsourced shared services in Malaysian government. The study
considers views from project stakeholders who have experienced
in implementing, managing, and monitoring GSS Iinitiatives in
Malaysia Public Sector.

3. Shared Services Global Practices

The implementation of shared services varies across countries.
The shared services initiatives differences are mainly based on the
political and economic environment for the respective countries.
In spite of that, this section provides a review on shared services
implementation and success factors concerning to its implementa-
tion as practiced by most of the Government in developed coun-
tries.

3.1. Australia

Australia has been recognized as an early adopter of the shared

services in the public sector. The motives of introducing shared

services are driven by politically, financially and service require-
ment. The successful factors of shared services initiatives in Aus-
tralian public sector are described in [24] as follows:

1. Task - the main focus in shared services initiatives should be
operated in repeatable way, and in high volume with little re-
quirement for employee decision-making.

2. Strategy - principal objective of shared services will drive to
cost reduction through economies of scale.

3. Structure - the shared services initiatives should be compul-
sory to all parts of the business in ensuring high performance
implementation.

4. Management process - strong leadership and commitment to
deliver are most important in shared services direction.

5. Individual skills - develop flexibility and highly skilled spe-
cialist among employees.

6. IT - technology as a business solution in order to facilitate
process improvements
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3.2. Canada

Shared services initiatives in Canada was created in year 2011
with motives to transform the Government of Canada in managing
its IT infrastructure. The implementations of shared services are
expected in generating economies of scale to deliver more effi-
cient, reliable and secure IT infrastructure services. Current ap-
proach is through partnership. The five key factors that have been
top concern by Government of Canada in implementing shared
services [25] are as follows:

1. Financial management and sustainability - continuous finan-
cial resources, systems and funding mechanisms are impor-
tant to maintain and sustain the initiatives.

2. Cyber and IT security - ineffective respond to cyber and IT
security threats and compromised on disaster recovery activi-
ties.

3. Auvailability and quality of information - lack of availability
and integrity of information will prevent from effective plan-
ning and decision making which then impact on the achieve-
ment of the strategic objectives.

4. Human resources - unable to invest in, recruit, mobilize and
retain a workforce with the right skills and capacity to sup-
port current, transitional and future business needs.

5. Service delivery and partnership collaboration - inadequate
communication and collaboration, and lack of defined roles
and responsibilities among stakeholders will compromise
service delivery and implementation of shared services.

3.3. United States

Shared services initiatives in Canada was created in year 2011
with motives to transform the Government of Canada in managing
its IT infrastructure. The implementations of shared services are
expected in generating economies of scale to deliver more effi-
cient, reliable and secure IT infrastructure services. Current ap-
proach is through partnership. Below are list on five key factors
that concern by Government of Canada in implementing shared

services [25]:

1. Executive support - agency leadership must have strong sup-
port behind IT shared service plan.

2. Cultural change - the need for agencies to aware with the
change of paradigm to IT shared services.

3. Business Process Reengineering - optimizing business proc-
ess is essential to move from internal process to the processes
that work across agency.

4. Technology enablement - robust connectivity and the use of
agile computing clouds are the primary technical elements
that are key success of IT shared services.

5. Resource realignment - realign the agency personal financial
and resources to avoid from any duplicated programs, sys-
tems, and workflows.

6. Adoption strategy - there are needs to clearly state the ac-
countability, target performance and transition approach.

7. Continuous improvement — constantly search for improve-
ment opportunities to provide better services and meet the
needs of customers and suppliers.

3.4. United Kingdom

The Government of United Kingdom has set up two shared ser-
vices centres by outsourced to the private sector. The shared ser-
vices centres were expected develop a single operating platform
and provide benefits such as reducing costs through standardizing
back-office functions. One study has proved that this initiative has
not achieved value for money [26]. They have listed out some
factors that may affect to the successful shared services initiatives
as follows:

1.  Clear leadership - to encourage collaboration and understand
roles and responsibilities to all parties. This includes clear
governance and management arrangements.

2. Risk management - there are need to take a proactive ap-
proach in managing risk by monitoring and

3. Change management - lack of clear understanding on the
costing and nature of changes from existing process among
customers of shared services centers.

3.5. Malaysia

Government of Malaysia through Ministry of Higher Education
(MOHE) has initiated the shared services implementation within
Higher Education (HE) sector. A recent study has identified ten
success factors in HE sector as discussed below by [27]:

1. Understanding of shared services and the notion of sharing —
the need to understand on availability of the resources, shar-
ing requirements and relevant aspects to be included within a
shared services arrangement.

2. Organizational environment — important element that per-
ceive from the organizational context in term of collaboration.

3. Top management support — the involvement and participation
of senior management with their ongoing commitment and
willingness in shared services initiatives.

4. IT environment — centralization, standardization and integra-
tion of IT platform, clearly define IT requirements and strong
IT capabilities are essential element of successful shared ser-
vices.

5. Governance procedures — the structural and standard process
on how shared services are directed and controlled.

6. Process centric view — the need to have a clear understanding
of the process, standard process and measuring performance
of the process.

7. Implementation strategy — having clear and smooth transition
of shared services operation, roles and responsibilities and
expectations from all partners.

8. Project management — effective and efficient management of
activities and resources from the inception to implementation
of shared services initiatives.

9. Change management — important to have structured approach
in order to transform the people involved in shared services
from a current state to a sharing model.

10. Effective communication — the need to have effective ex-
change of information amongst the stakeholders involved
which includes the need to have a communication strategy,
common language, awareness, rapport with those involved,
readiness and involvement of users and stakeholders.

The adoption of shared services offers various benefits to an or-

ganization. However, organizations which embarked on shared

services initiatives must understand the success factors and lesson
learned in order to achieve successful shared services implementa-
tion. The summary of shared services implementation for each

country is shown in Appendix 1.

4. Methodology

This study aims to identify the factors that could influence the
implementation of outsourcing government shared services initia-
tives in Malaysian public sector. The study consists of four stages
activities as depicted in Fig.1 starting from Stage 1: Literature
Review, Stage 2: Expert Review, Stage 3: Content Analysis, and
finally Stage 4: Report Finding.

Stage 1 Stage 2 Stage 3 Stage 4
Literature Expert Content .
Report Finding
[ Review ] [ Interview ] [ Analysis ] [ eport Hinding J

Fig. 1: Stages in the study
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The objective of Stage 1 is to investigate the key issues and identi-
fied the current definition and best practices of shared services
outsourcing arrangement including IT outsourcing implementation
issues related to public sector organization. An extensive literature
review through massive readings on various academic publica-
tions are conducted in order to gather information and understand
the scenario of current research trends in outsourcing shared ser-
Vices.

The next stage on this study is the process of interview with the
experts which also known as a key informant interview, which
taps the knowledge of those familiar with the subject matter in
order to gather information with their particular knowledge and
understanding. The interview sessions were purposely done in
order to seek the views of participants on the mains issues sur-
rounding in outsourcing shared services arrangement and discover
factors influencing in successful arrangement of shared services
initiatives.

The qualitative research investigation in this study was facilitated
by a semi-structured interview script with experienced govern-

ment officers who involved directly to the shared services projects.

The reason is to ensure the interviewees have a deeper understand-
ing of the studied phenomena for the researcher to get better in-
sight on the factors that may influence the implementation of out-
sourcing government shared services and collect in-depth data
required for this study. All questions were open-ended and were
formulated based on the previous literature.

By using purposive sampling, four respondents were interviewed.
Out of three respondents were the senior officers from public sec-
tor who managed and monitored ICT projects including GSS initi-
atives. Another respondent was under the category of users of the
GSS initiatives. Table 2 shows detail information of the partici-
pants. Based on the interview session, we then analyze the tran-
script by using content-analysis step as proposed in [28]. Accord-
ing to the author, most of the cases in analyzing interview re-
sponses, it involves on creating categories or themes and then
sorting the answers into these categories. Fig. 2 illustrates the
flowchart that shows the process of conducting content analysis.
The main idea in this stage is to create the common categories in
analyzing the data collected related to the factors that influencing
the successful arrangement of shared services.

Table 1: Details of Participants for This Study

Participants Criteria | Designation Years of Years in
1D Working Domain
Experience
in Public
Sector
P-1 Project Deputy 28 10
Manager | Director
P-2 User of Principal 16 8
Shared Assistant
Services | Director,
P-3 Project Senior 20 5
Team Assistant
Leader Director
P-4 Project Assistant 6 4
Team Director
Member

The result of the content analysis will then analyze according to
theme by using the Four-Phase model developed in [29]. This
model provides a logical, systematic and structured approach to-
wards the implementation of shared services. The Four-Phase
model as illustrated below in Figure 3 consists of four dimensions
as describes below:

1. Strategic dimension: this dimension is concerned with the
strategic dimension of an organization towards the decision
for shared services implementation. In this phase, the situa-
tion of the organization is analyzed, the objectives need to be
set out and strategic direction is defined and decided.

2. Organization dimension: this dimension is dealing with the
management, planning, operating and control processes. In
this phase, there is a need to decide on the governance struc-
ture, business process and technological platform for running
the shared services initiatives.

3. Transformation dimension: this dimension concerns with the
implementation of new procedures and structures and the
broad area of change management. It involves the transfer of
people, process and resources to the shared organization.

4. Operation dimension: this dimension is concern with shared
services operation and relationship with its customers. It in-
cludes in managing and controlling for the continuous im-
provement of shared services.

Determine criteria and factors
for analysis

l

Open coding of data to
establish categories

|

Determine criteria of selection
for sorting data chunks into <
the analytic categories

|

Sort data into categories

|

Report and discuss findings

Revise if
necessary

Fig. 2: Content Analysis Process

How should a
shared service
organisation be
managed and

How should
processes and
people be
relocated to a
shared service
organisation? organisation?

B R S S

Strategy Organization [ Transformation J [ Operation J

How should
shared services
most efliciently

Which aspects
determine how
support functions
are performed
within an

be structured and

organised? controlled?

Figure 3: Four-Phase Model Overview (adapted from [29])

5. Result and Discussion

As the result of qualitative content analysis, nine factors were
identified to be significant in relation with the successful arrange-
ment of outsourced government shared services. In addition, the
result indicated that there was no significance difference in re-
sponses among the key-informant groups. The discussion of the
respective factors are as follows:

5.1. Vendor Management

Vendor or third party supplies services to an organization. Vendor
plays a vital role in organization’s daily operation and has critical
impact on the success of the shared services initiatives. Most of
the participants expressed that ineffectively engagement and man-
aging vendor is one of the factors that affect the delivery of the
initiatives. They believed, effective vendor management could
improve productivity, enhance performance and deliver the project
well. For example, one participant mentioned that: “We do having
a project management issues such as poor governance and plan-
ning in delivering this initiative. | am sure, an effective implemen-
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tation and enforcement of vendor management processes will
increase the performance of the initiatives.”

5.2. Change Management

Most of the participants demonstrate that insufficient change man-
agement is the biggest mistakes in implementing shared services.
They believed that change management efforts to the service life-
cycle should be begins from early planning and the whole imple-
mentation process. This was one response received: “If is neces-
sary for all the parties in shared services arrangement understand
the requirement of change management in early stage of the im-
plementation, which can support good impact to the overall
shared services initiatives. Change management is important to
prevent from burst budget, delivery according to customer needs
and ensure stakeholders satisfaction.”

5.3. Value Management

Most of the participants concern with the business value that are
created from the consolidation and collaboration of IT shared
services. As mentioned before, cost reduction is the main goal of
introducing shared services initiatives. The participants empha-
sized that IT investment in these initiatives must provide incen-
tives and adding value for all stakeholders. For example one par-
ticipant mentioned that: “Shared services initiatives required a
long-term commitment. The outsourcing arrangements of shared
services must generate value to the stakeholders in order to have
positive outcome in term of the cost reduction, quality of the ser-
vices and capability improvement.”

5.4. Transfer of Knowledge

The training process is essential in outsourcing shared services
initiatives. Most of the participants agreed that the improvement in
delivering services is through learning and knowledge sharing
among all parties. For example: “The process of transferring
knowledge and skills to end users, and internal expertise is found
helpful and significant. It must be done in effective and efficient
way in order to maintain the service operations and less depend-
ence to third party.”

5.5. Top Management Support and Commitment

Successful implementation of shared services initiatives must have
strong leadership and top management support. For example:
“Lack of top management drive and involvement make it difficult
to drive the project as effective as need be. Most shared services
projects are buried before it can be born because top management
is not convinced with its importance.”

5.6. Project Team Capability and Expertise

Shared services initiatives required strong project team. For the
implementation of the shared services to run smoothly, an appro-
priate individual skill such as project management skills is neces-
sary. Besides that, the rapid growth of technology nowadays can
underestimate internal expertise as mentioned below: “Lack of
internal expertise in the technology of the outsourced shared ser-
vices. High dependencies on the vendor become vulnerable impact
to the government.”

5.7. People Acceptance on Technology Changes

Most participants indicated that their greatest challenges were
people oriented. These issues usually are addressed by the agency,
which are resistance to change from old system to new system.
For example: “The greatest challenges were people oriented and
the result of resistance to change or fear of change.”

5.8. Compliance Standard and Procedures

Since the implementation of shared services involves many parties,
there is a need to define an appropriate standard and procedures
such as communication plan. The governance structure in assign-
ing responsibilities for each individual that accountable for the
projects is also importance to the success of shared services im-
plementation. One participant mentioned that: “The complexity of
the shared services that involve many stakeholders with different
law of practice may affect the project development and implemen-
tation”.

5.9. Continuous Funding

Most of the participants indicated that critical to the success of
shared services implementation is continuous funding. This factor
relate to the top management support since having top manage-
ment support consistently will ensure appropriate funding for this
initiatives. One participant stated that: “Usually IT shared services
is on the high side in terms of size and scalability. Constant fi-
nance commitment is required.”’

From the identified factors above, these factors were then analysed
and classified according to success factor dimension as introduced
in previous section. In doing so, Strategy, Organization, Trans-
formation and Operation dimensions were believed have an influ-
ence on the respective management decision during the implemen-
tation of shared services and factors that affect the success of the
project were also acknowledged. Table 3 shows the list of identi-
fied factors that have been categorized according to four-phase
model for the successful implementation of shared services.

Table 2: Factors that Affect Successful Arrangement of Outsourcing
Shared Services

Identified Fac- Dimension

tors Strategy | Organiza- Transfor-

tion mation

Opera-
tion

Vendor Manage-

ment X

Change Man-
agement

Value Manage-
ment

Transfer of
Knowledge

Top Management
Support and X
Commitment

Project Team
Capability and X
Expertise

People Ac-
ceptance on
Technology
Changes

Compliance
Standard and X
Procedures

Continuous Fund-
ing

6. Conclusion

This study initially embarked on issues with establishing shared
services initiatives via outsourcing to the third party as well as
opportunities for improvement. Since the development of shared
services is still on going, performance improvement on current
practices such as understanding on what to change and why, is a
vital first step in enabling improvement to occur.

This study therefore was conducted to determine and understand
the factors that may affect the outsourcing implementation of gov-
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ernment shared services. It helped to identify and understand the
different factors behind the implementation process of outsourcing
government shared services. Hence, these factors may become
critical issues in ensuring the successful implementation of gov-
ernment shared services. As figured out from this study, nine fac-
tors have been identified under four-dimensional success factor.
The findings of this study may help researcher to understand the
scenario and main issues regarding the IT outsourcing of govern-
ment shared services in the context of Malaysian government.
These identified factors and dimensions would be used in our next
investigation in developing maturity model of IT outsourcing of
government shared services. Finally, the findings from our explor-
atory qualitative study may serve as a guideline for IT practition-
ers, the industry and public sectors for those planning to outsource
their shared services initiatives and also construct shared services
model. We acknowledge some limitations in our study. First, the
study on government shared services are on IT services. Second,
we conducted the interview session with experts who were gener-
ally managing the shared services initiatives. In future, we should
take into account the interviews with more users of shared services
and service providers that might have different perspective of
view.
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